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SWEDEN: KEY ECONOMIC INDICATORS 


GDP BY COMPONENTS VALUE (1) PERCENTAGE VOLUME CHANGE 
MILLIONS U.S.$ 
 ——_—_ 1986. 1987(prel.) 1988(est.)2 
Private Consumption 82,785 + 4.0 + 2.5 
Total Public Consumption 43,057 
(of which: Central Government) 11,746 
Gross Investment 29,852 
(of which: Private Industry) 5,629 
Inventory Formation (and as % of GDP) ~1,169 
Exports of Goods and Services 50,768 
Imports of Goods and Services ai, 2k 
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GDP 157,783 
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TRADE AND BALANCE OF PAYMENTS BILLIONS S E K, CURRENT PRICES 


Ftientanateetad ante Senate setae 


1986 1987(prel.) 1988(est.) 
Exports of Goods f.o.b. 265.1 27859 erck 


Exports to United States? 29.9 a7 i 

Imports-of Goods c.i.f. 222-3 255.4 2fi.3 
Imports from United States? 

Balance of Trade“ 

Net Tourism 

Balance on Current Account 

Balance on Capital Account 

Foreign Exchange Reserves 


MEMORANDUM ITEMS 


1987(prel.) 
Industrial Production $ 352 


Real Disposable Income (1980 Prices) 
_Average Hourly Earnings in Industry 
Producer Prices, Annual Average 
Consumer Prices, Annual Average 


AS MARKED 


1986 1987 
Central Bank Discount Rate, Year-End Too ee 
Money Supply (M3)>, Billions of Kronor, Year-End 
Yield on Industrial Bonds, Annual Average 
Labor Force (in thousands), Annual Average 4,302 4,339 
Open Unemployment Rate, Annual Average ee tp 1.9 % 
Exchange Rate®: SEK (kronor) per U.S. $1.00 tskt 6.33 


1 Source for the GDP component values is the Economic Research Institute. 
2 Estimates are taken from the Preliminary National Budget (PNB), January 1988, and are 


based on an assumed wage cost increase in 1988 of 7%. When our forecasts differ, they 
are indicated in the text. 


1987 = January-November. 

Including statistical correction. 

M3 = sum of non-bank public's deposits of all kinds in all types of banks, and notes 
and coins in circulation outside banks. 

Annual averages. 1988 = Embassy's prediction. The rate at the time of writing (end 
of February 1988) was fluctuating around SEK 6.0 to the dollar. 


Main imports from the United States, January-November 1987 (millions of U.S. dollars): 
Machinery and appliances, 723; Electronic processing and communications equipment, 541; 
Motor vehicles and other means of conveyance, 270; Chemicals, pharmaceuticals, and 
plastic materials, 219; Instruments and optical goods, 185; Foods, beverages, and tobacco, 
148; Coal and coke, 39. 


Sources: Swedish Finance Ministry and its Economic Research Institute; Central Bank; 
Statistics Sweden; and Labor Market Board. 





SUMMARY 


Despite the stock exchange collapse, 1987 was a fairly successful 
year for small, trade-dependent Sweden. Compared with 1986, gross 
domestic product grew by 2-1/2 percent and industrial investment by 
15 percent. The budget deficit continued to decline and is now 
around 1-1/2 percent of GDP. Unemployment is under 2 percent, in 
part due to extensive retraining programs. 


On the negative side, inflation persisted at a higher rate than that 
in competitor countries. The government share of GDP has crept up 
to 55 percent; in fact, the government has absorbed an estimated 97 
percent of Sweden’s economic growth since 1980. Growing personal 
incomes in the past couple of years triggered a spending spree which 
pushed 1987 imports up and the trade balance down (though the trade 
surplus still remains strong at $3-1/2 billion). This brought the 
balance on current account into the red again to the tune of around 
$1 billion after showing a surplus of roughly the same size in 

1986. The situation is more serious than the figures indicate 
because they do not take into account the windfalls of the cheaper 
dollar and cheaper cil in either of these years. 


The "oil and dollar party" is now over for Sweden, but the country 
persists in awarding itself overgenerous wage increases. There is a 
strong likelihood that increases in this year’s wage costs will 
further erode the country’s competitiveness and continue to tip the 
balance of payments down on the deficit side. Domestic political 
pressure to close nuclear power stations may prove irresistible; 
replacing the lost electricity capacity would absorb a considerable 
proportion of hoped-for economic growth in the years to come. Since 
Sweden sells over half its exports to members of the European 


Community, it is anxiously watching efforts by the EC to create an 
internal market by 1992. 


The drop in the dollar/krona exchange rate is having the expected 
effects. Swedish exports to the United States are declining as they 
become more expensive. By the same token, U.S. products sensitive 
to price changes are becoming more competitive in Sweden--and U.S. 
exporters should take advantage of the opportunities. 





GENERAL BACKGROUND 


Sweden is an advanced, industrialized country with a high standard 
of living and an extensive social services system. Situated in 
northwestern Europe on a latitude with Alaska but with a more 
temperate climate, the country is slightly larger in area than 
California and has a population of almost 8.4 million inhabitants. 
It enjoys a modern distribution system, excellent internal and 
external communications, and a skilled and intelligent work force. 
Timber, hydroelectric power, and iron ore constitute the resource 
base of the economy, which is heavily oriented toward foreign 

trade. Privately owned firms account for about 90 percent of 
industrial output, with the engineering sector, including the 
production of instruments, electrical and transportation equipment, 
machinery, and metal goods, accounting for nearly half of all 
industrial production and exports. The high-technology component of 
this production is growing, and Sweden is among the industrialized 
countries with the highest proportion of R&D expenditure. Central 
economic policy goals are aimed at maintaining full employment, 
generating economic growth, promoting a more even distribution of 
income, and striving for a reasonable degree of price stability. 

The tax burden on the economy has grown from 50 percent of GDP in 
1980 to 55 percent in 1987, as growing social welfare services 
required additional financing. In fact, increased taxes absorbed an 
estimated 97 percent of Sweden’s economic growth in those 8 years. 
The economic policy instruments used to achieve the above mentioned 
goals are the traditional monetary and fiscal ones, as well as an 
active labor market policy (i.e., retraining and structural 
adjustment) and regional development policy. The actual achievement 
of these goals may be jeopardized by the Parliament’s decision to 
phase out the country’s 12 nuclear reactors by the year 2010. A 
decision to close two of them by an earlier date may be taken in 
1988. Sweden is a signatory to the General Agreement on Tariffs and 
Trade, a member of the OECD and the European Free Trade Association 
(EFTA), and its industrial products enjoy duty-free access to the 
European Economic Community. The currency is the Swedish krona 
(SEK), with US $1.00 = SEK 6 in February 1988. 


CURRENT ECONOMIC SITUATION 


At the time of writing (February 1988), Sweden’s economy was peaking 
out from a consumption-led mini-boom, and effects of the debacle 
which occurred on stock exchanges in the fall of 1987 had not yet 
begun to filter through. The overall growth of the economy in 1987 
was around 2-1/2 percent. Gross capital formation was up by 6 
percent in volume terms compared with the year before, and 
industrial investments grew by a very satisfactory 15 percent. Open 
unemployment was held down to less than 2 percent of the work force, 
and the budget deficit continued to decline, reaching the rough 
equivalent of 1-1/2 percent of GDP. Thanks to lower oil prices and 
a cheaper dollar, the end-of-year inflation rate was hovering around 
5 percent, and the country’s payments balance was only slightly in 
deficit. In fact, the only big blot on the Finance Minister’s 
copybook was a surge of private consumption, which grew by more than 
4 percent for the second year running. This is beginning to tip 
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the scales of the payments balance into deficit again, but it is 
unlikely that the present government will take any counteraction. 
Fiscal restraint is unpopular just before parliamentary elections 
(due in September 1988). Moreover, the present Social Democratic 
Government is in a minority position and needs the active support of 
at least one opposition party to get bills passed. In addition, the 
effects of the recent stock exchange collapse will probably 
automatically dampen private consumption and relieve the Finance 
Minister of the need to slam the brakes on the economy. 


INVESTMENT POLICY AND BANKING 


Sweden is generally open and receptive to foreign investment, except 
in cases concerning strategic areas of the economy or where change 
of ownership could result in severe local unemployment. Foreign 
ownership is prohibited or restricted in air transportation, the 
merchant marine, manufacture of war material, publishing, mining, 
and forestry. Reciprocity demands from abroad have brought about 
considerable loosening of restrictions on foreign banks and 
insurance companies in Sweden. Foreign banks, however, still may 
have only subsidiaries in Sweden, not branches (Swedish banks are 
permitted to open branches in the United States). The Central Bank 
limits capital movements in and out of Sweden to transactions 


involving direct investment or trade; speculative capital movements 
are prohibited. 


FOREIGN TRADE 


Foreign trade is the life blood of small, industrialized Sweden: 
almost one-third of GDP is exported. Over half of Sweden’s foreign 
trade is with members of the European Economic Community, 20 percent 
with Sweden’s fellow members of EFTA, 10 percent with the United 
States, somewhat less with developing countries, and a few percent 
with the East Bloc. In 1987, there was considerable deterioration 
in Sweden’s balance of trade in manufactured goods, reducing the 
overall trade surplus from SEK 30.9 billion in 1986 to SEK 21.8 
billion, despite a smaller oil deficit than in 1986. Exports of 
manufactured goods were actually slightly larger in volume during 
the year (3.3 percent against 3 percent in 1986), but strong 
consumer demand caused a sharp increase in the volume of 
manufactured imports, which grew by no less than 10 percent compared 
with 1986, when the growth was 3 percent. 


U.S.-SWEDISH TRADE 


The United States is well represented in the Swedish market through 
subsidiaries, which in 1985 employed more than one-fifth of the work 
force of all foreign-owned subsidiaries in Sweden. Throughout the 
1960’s and 1970’s, the United States enjoyed a trade surplus with 
Sweden, but by 1983 the effects of Swedish devaluations and a 
strengthening dollar brought a turnaround in Sweden’s favor, and 
since then Sweden’s trade surplus with the United States has become 
quite large. In the 12-month period up to October 1987 it amounted 
to SEK 12 billion (around $1.9 billion), or a half the country’s 
total trade surplus in the period. 
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The value of the Swedish krona is maintained by holding the index of 
a trade-weighted basket of currencies within a narrow bandwidth. 
Because of the importance of the U.S. dollar in world trade, it is 
given double its trade weight in the basket. This means that 
fluctuations in the value of the dollar have a correspondingly 
greater effect on Sweden’s currency basket. Thus, a rise in the 
value of the dollar pulls the krona up with it against other 
currencies, and vice versa. The weakening of the dollar during the 
past couple of years has, therefore, automatically depreciated the 
value of Sweden’s krona somewhat against the currencies of major 
competitors and improved Sweden’s competitiveness against them. The 
effective devaluation of the krona thus allows higher wage 
settlements (while remaining competitive abroad) than otherwise 
would be possible. 


Three-quarters of Sweden’s exports to the United States are in 
automotive products, machinery, and electrical equipment, of which 
half comprise Volvo and Saab cars (the United States imports almost 
60 percent of Sweden’s total car exports). In 1980, the U.S. share 
of Sweden’s total exports was 5.4 percent. By 1985, because of a 
dollar-krona exchange rate which was advantageous to Sweden, the 
country exported no less than 11.6 percent of its total exports to 
the United States, which in that year became Sweden’s No.1 export 
customer. Since 1985, the dollar has weakened considerably against 
the krona (down 17 percent from 1985 to 1986 and down a further 11 
percent from 1986 to 1987), and, as could be expected, Sweden’s 
exports to the United States have been adversely affected. In 1986, 
the U.S. share of Sweden’s total exports had declined to 11.3 


percent, and in the period January through November 1987 to 10.7 
percent. 


Conversely, U.S. exports to Sweden should follow an inverse trend 
and increase in volume as the dollar becomes cheaper. This is 
difficult to see from the Swedish end because the change in the 
dollar-krona exchange rate fogs the picture, but figures from the 
U.S. end indicate that the value of exports is now beginning to pick 
up. The composition of the exports also makes it difficult to 
follow trends. A large sale of aircraft, for instance, can jolt 
annual figures considerably, and the U.S. market for high-technology 
products are in constant demand by the Swedes, almost regardless of 
price. In other words, whatever the statistics may indicate, the 
much cheaper dollar is now giving U.S. goods an extra competitive 
edge, and exporters should take advantage of this fact. 


BALANCE OF PAYMENTS 


After showing a surplus of around $1 billion in 1986, the balance on 
current account again swung into deficit in 1987 (also by around $1 
billion) following considerable deterioration in the trade balance 
for manufactured metal products, machinery, and equipment. The 
trade balance in itself continues to be strong, but Sweden’s problem 
is that it must improve every year to balance increasing deficits in 
net services and transfers. The net tourism deficit, for instance, 
is expected to continue growing in 1988, though at a slower rate 
than in the past couple of years. 





-7J- 


It is because of this precarious stability in its payments balance 
that wage formation is so important to trade-dependent Sweden. The 
country has been awarding itself higher pay rises than those 
obtained in competitor countries for a number of years (it was about 
3 percent higher in 1987), eroding the good effects of the 
devaluations in the early part of the decade. Inflation has 
consequently also been higher than in competitor countries; 
ironically, the government itself has been causing much of the 
inflation with increases in taxes and fees. In an attempt to dampen 
the rate of inflation, the government introduced a general price 
freeze in early 1987. It was removed during the summer of that year 
and has now been replaced by close surveillance of price movements 
and a reporting requirement for firms and agencies wishing to raise 
their prices. Although cheaper oil prices and a cheaper dollar in 
mid-decade masked the warning signals of that trend, collective wage 
bargaining continued to bring overgenerous agreements. But the "oil 
and dollar party" is now over for Sweden. If average hourly 
earnings can be held down to 4 percent a year, optimistic official 
estimates calculate, the deficit on current account will deteriorate 
to SEK 12 billion (around $2 billion) in 1988 and SEK 15-1/2 billion 
($2-1/2 billion) in 1989. Wage agreements in early 1988 indicate 
that average earnings, including increases over and above the agreed 
frameworks (wage drift), may well be up toward the 7 percent mark, 
however. All other things remaining constant, this would bring 
further deterioration to the balance on current account (SEK 14 
billion in 1988 and 21 billion in 1989). This is the pessimistic 
scenario painted by official forecasters and the basis for the 1988 


estimates shown in the table on page 2. 


Sweden’s net foreign liabilities at the end of the third quarter of 
1987 amounted to SEK 205.5 billion ($32.5 billion), an increase of 
SEK 8.8 billion compared with the figure at the end of 1986. 


PRODUCTION 


INDUSTRY: Industry employs one-quarter of Sweden’s labor force 
(two-thirds of the labor force is in private and public services, 
the remainder in farming, forestry, and construction). There was a 
marked increase in Sweden’s industrial production in 1987. Official 
figures published after the appearance of the January budget 
indicated that the growth in volume terms compared with 1986 was 3.6 
percent. Apart from a stagnant period in 1985-86, Sweden’s 
industrial production has been growing steadily since 1982. Almost 
half of Sweden’s industrial production takes place in the 
automotive, machinery, and equipment sector, where 1987 growth was 3 
percent. Strongest growth was recorded for the chemical industry 
and the pulp and paper sector. The general increase in industrial 
production was due in equal parts to increased deliveries to both 
domestic and export markets. Industry was working at peak capacity 
in early 1988, when there was a 3 weeks’ white-collar conflict for 
higher pay. This is estimated to have lost the country’s exporting 
industries almost $1 billion in revenues, but they hope to be able 
to recover half that sum during the year. 
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Industrial investments have grown rapidly in the past few years. 
Between 1982 and 1987, the investment level is estimated to have 
risen by more than 55 percent. The size of industry’s skilled labor 
force has also shown growth, increasing by almost 50,000 from 1983 
to 1987. 


AGRICULTURE 


Farming and forestry together accounted for 3 percent of Sweden’s 
GDP in 1987. A cool and rainy summer in 1987 lowered crop 
production. Grain production decreased 11 percent to 5.2 million 
tons and the exportable surplus was off 39 percent to 930,000 tons. 
The 1988 grain crop is forecast at 5.5 million tons. The 1987 
rapeseed crop decreased 21 percent to 253,000 tons. For the first 
time there will be some rapeseed imports. Soybean meal imports have 
gone up considerably offsetting declining use of imported fishmeal 
in commercial feeds. Milk production was down 1.5 percent in 1987 
and a further 0.7 percent decrease is forecast for 1988. To cope 
with surplus grain production and to reduce export subsidy outlays, 
the government and the central farm organization have agreed to try 
to decrease the grain area by some 300,000 hectares in the next few 
years. 


Again in 1987, the Swedish forest industry consolidated its position 
as the number one net export earner. Forest product exports 
amounted to $8.5 billion. Imports totaled $1.7 billion, most of 
which comprised raw material for the pulp industry. The 1987 lumber 
output, estimated at 11.3 million cubic meters, was slightly less 


than in 1986. Lumber exports at 7.4 million cubic meters were down 
400,000 cubic meters from 1986, in part reflected by strong domestic 
lumber markets. The total production of pulp increased by 5 percent 
to 9.9 million tons. Capacity utilization of the pulp mills during 
the second half of the year was almost 95 percent. Demand for pulp 
and paper is good, and the Swedish forest industry anticipates a 
continuation of the favorable situation in 1988. 


Sweden’s agricultural imports from the United States totaled $140 
million during January-October 1987, unchanged from the 1986 level. 
They represent 6 percent of total agricultural imports. About 10 
percent of Sweden’s agricultural exports went to the United States, 
mainly oats, cheese, and pork. 


LABOR 


The Swedish unemployment rate for calendar year 1987 was 1.9 
percent, which is the lowest registered since 1980. Official 
government figures show a 0.4-percent rise in the labor force, a 
0.8 percent rise in employment, and a 14-percent drop in 
unemployment. Approximately 68,000 new jobs were created in 1987. 
Sweden spends approximately $4 billion on intrusive programs to 
reduce its low unemployment rate in spite of a growing work force. 
These measures include training programs, computerized job search 
service, public relief employment, and subsidized wages for the 
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handicapped and hard-to-employ. According to the Labor Market 
Board, over 3 percent of the labor force takes advantage of these 
programs each year. The Swedish Prime Minister appointed 
44-year-old Ingela Thal’n as Minister of Labor in October 1987. She 


will be the second woman in this post since the Ministry was created 
in 1974. 


The fact that 1988 is an election year in Sweden complicates the 
collective bargaining picture. The older trade unions have been the 
traditional backbone of the Social Democratic Party, which 
frequently campaigns on the platform that only the Socialists can 
guarantee labor peace. When the labor movement consisted of largely 
blue-collar workers, it could and did deliver on this promise. 
However, demographics of middle-classification have altered the 
situation. Modern labor militancy is coming from the well-educated 
white-collar sector with little commitment to past struggles of the 
trade union and social democrats. Many are active members in the 
conservative party and see the heavy tax burden as a bigger issue 
than inadequate salaries. In the collective negotiations, 
blue-collar trade unions attempt to reestablish linkage between 
labor negotiations and the economic health of Swedish society. 
White-collar unions, however, seem to pursue traditional 
bread-and-butter issues emphasizing quality of working life, the 
environment, and more free time. 


CONSUMPTION 


PUBLIC SECTOR: The finances of the consolidated public sector 
(central government plus local government plus the social security 
sector) in 1987 were out of the red for the first time in many 
years. The savings amounted to some $3 billion, or around 2 percent 
of GDP. That figure is expected to fall in the fiscal year 
beginning mid-1988. In view of forecasted deterioration in both 
budget deficit and balance of payments in the coming year, the 
government feels it cannot relax its tight hold on the national 
purse strings. 


BUDGET DEFICIT: In the wake of oil price hikes, sluggish economic 
performance, and extensive aid to ailing industries in the 1970s, 
Sweden was overspending to the tune of 13 percent of GDP 5 years 
ago. Today, the budget deficit has been brought down to around 
1-1/2 percent of GDP, though the reduction in 1987 was more the 
result of rapid price and wage hikes rather than conscious 
expenditure cuts. Nonetheless, the government continues to impose a 
demand on its ministries and agencies to reduce their real 
expenditures by 5 percent over 3-year periods, and for 1988 it has 
also imposed a 4 percent ceiling on pay increases for central 
government employees. The intention is that increases in excess of 
that ceiling must be defrayed by reductions in force. The decline 
in the value of the dollar and in oil prices has so far helped to 
reduce the deficit, but those fortuitous developments have now come 
to an end, and Sweden foresees a renewed though slight increase in 
the deficit in the fiscal year beginning July 1988. 
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PRIVATE CONSUMPTION: Real disposable personal income actually 
declined in Sweden in the first couple of years of the 1980s as a 
result of weak economic activity. Since 1983, however, there was 
considerable improvement in personal income growth, which has had 
its effect on private consumption. From 1984 to 1985, personal 
income increased in volume terms by 3.1 percent, in the following 
year by 2.5 percent, and in 1987 by 2.2 percent. In the same years, 
private consumption grew by 3 percent, 4.3 percent, and 4 percent. 
The strong increase in private consumption in 1986 and 1987 in 
relation to personal income was related to individuals’ greater 
optimism about personal income developments, to marked increases in 
the value of equity and real estate, and to deregulation of the 
credit market, which has allowed individuals to borrow more than in 
the past for private consumption purposes. 


THE OUTLOOK FOR 1988 


The consensus in Sweden is that the stock exchange collapse will 
affect the economy from two directions. One not wholly negative 
result for the domestic economy will be that it will dampen private 
consumption (Swedish investors lost around $12 billion from 
mid-October to the end of the year) and take the pressure off the 
need to slow down activity. Externally, the debacle will have a 
traumatic effect on the confidence of international investors, 
affecting international business activity and, by the second half of 
1988, the demand for Swedish products. Domestic investment in 
industrial machinery, which grew by a strong 16 percent in 1987 
compared with 1986, is expected to increase in volume this year by a 
further 8 percent but to decline rather sharply in 1989. 


Assuming a general 7 percent increase in average hourly earnings in 
1988, the government thinks the volume increase in industrial 
production could hold to 2 percent, with strongest growth in pulp 
and paper, chemicals, and automotive, machinery, and equipment 
sectors. The Industry Federation, on the other hand, is more 
pessimistic, forecasting a couple of months after the government 
that industrial production would only grow by 1-1.5 percent in 1988 
and GDP by no more than 1 percent. This in turn would put more 
people out of work. There would be such a marked tendency toward 
growing unemployment as the year progressed that the Federation 
believed the economy would need stimulating. 


IMPLICATIONS FOR U.S. EXPORTERS 


The depreciation of the dollar against the Swedish krona which began 
2 years ago has already led to an improvement in the price 
competitiveness of U.S. products and awakened an increased interest 
among Swedish buyers in the United States as a potential supplier of 
price-sensitive products in addition to the high-tech products which 
Sweden has been buying from the United States in recent years. With 
continued economic growth and high consumer spending, Sweden should 
remain an interesting market for U.S. exporters. 
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The following markets should offer export opportunities for U.S. 
firms: 


Computers and data service. This market reached $1.6 billion in 
1987 and is expected to grow by 20 percent a year. Imports were 
even higher, estimated at $1.7 billion. Of particular interest are 
minicomputers, microcomputers, and multi-user systems. The Swedish 
software market also offers good prospects, with sales of 
approximately $396 million in 1987 and an annual growth rate of 21 
percent. The market for packaged software is expected to increase 


significantly and account for 60 percent of the total market by 
1989. 


Medical equipment and supplies. In 1987 total demand was estimated 
at $413 million and U.S. imports at $80 million. Health care will 
continue to be oriented away from hospitals and toward local health 
care centers. Thus demand will remain stable for screening 
equipment (including X-ray), as well as analytical laboratory 
equipment. Interest remains strong for new techniques such as 
noninvasive biophysical measurement, less harmful means of 
obtaining anatomical images, and improved drug delivery systems. 


Electronics. Production and test equipment, electronic components, 


and security equipment also offer good prospects for U.S. exporters 
of quality products. 


Agricultural products. Sweden offers a market for apples, pears, 
cotton and tobacco. There are also some opportunities for U.S. 
exports of certain types of hardwoods and plywoods. Sweden has a 
limited assortment of tree types (mainly spruce and pine). 


The Commerce Department (at 202-377-4414) and the Agriculture 


Department (at 202-477-6343) offer a number of export services at 
modest cost. 








